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OATH OR AFFIRMATION
Philip Grigus affirm that to the best of my knowledge and belief the accompanying financial statements and supporting

schedules pertaining to the firm of PEAK6 Capital Management LLC as of December 31 2010 are true and correct

further affirm that neither the company nor any partner proprietor principal officer or director has any proprietary interest in

any account classified solely as that of customer
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Chief Financial Officer
Donna MaWonald
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Notary Public
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El Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation
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Report of Independent Registered Public Accounting Firm

The Member

PEAK6 Capital Management LLC

We have audited the accompanying statement of financial condition of PEAK6 Capital

Management LLC the Company as of December 31 2010 This statement of financial

condition is the responsibility of the Companys management Our responsibility is to express an

opinion on this statement of financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the statement of financial condition is free of material misstatement We were not

engaged to perform an audit of the Companys internal control over financial reporting Our

audit included consideration of internal control over financial reporting as basis for designing

audit procedures that are appropriate in the circumstances but not for the purpose of expressing

an opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the statement of financial condition

assessing the accounting principles used and significant estimates made by management and

evaluating the overall statement of financial condition presentation We believe that our audit

provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position of PEAK6 Capital Management LLC at December 31

2010 in conformity with U.S generally accepted accounting principles

44i4 %4LLP
Chicago Illinois

February 25 2011
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PEAK6 Capital Management LLC

Statement of Financial Condition

December 31 2010

Assets

Securities owned 2275965599
Receivable from clearing brokers 259152471
Interest and dividends receivable 807993

Other assets 493622
Total assets 2536419685

Liabilities and Members equity

Liabilities

Securities sold not yet purchased 2366098592
Payable to clearing broker 7959906
Interest and dividends payable 1159865

Accrued compensation 5956324
Payable to Member 1936124

Accounts payable and other accrued liabilities 993146
Total liabilities 2384103957

Subordinated borrowings 16689113

Members equity 135626615

Total liabilities and members equity 2536419685

See accompanying notes
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PEAK6 Capital Management LLC

Notes to Statement of Financial Condition

December 31 2010

Organization and Nature of Business

PEAK6 Capital Management LLC the Company Delaware limited liability company and

wholly owned subsidiary of PEAK6 Investments L.P the Member operates as market maker

in equity options providing liquidity to participants in the equity derivatives markets The

Company acting as principal buys and sells equity securities and equity derivative financial

instruments The Company clears all transactions through clearing brokers The Company is

registered as broker-dealer under the Securities Exchange Act of 1934 and is member of the

Chicago Board Options Exchange the Exchange The limited liability company operating

agreement provides among other things that the Company shall dissolve no later than

December 31 2038

Significant Accounting Policies

The preparation of financial statements in conformity with U.S generally accepted accounting

principles requires management to make estimates and assumptions that affect the amounts

reported in the financial statements and accompanying notes Management believes that the

estimates utilized in preparing its financial statements are reasonable and prudent Actual results

could differ from those estimates

Securities Owned and Securities Sold Not Yet Purchased

Proprietary securities and derivative financial instrument transactions which include securities

sold not yet purchased are recorded on trade-date basis Dividends are recognized on the ex
dividend date and interest is accrued as earned or payable

Securities owned and securities sold not yet purchased are carried at market or fair value The

Company values securities owned and securities sold not yet purchased at independent market

prices where readily available Exchange-traded equity securities are based on quoted market

prices In the absence of quoted values or when quoted values are not deemed to be

representative of market values securities owned and securities sold not yet purchased are

valued at fair value as determined by the Member

Securities sold not yet purchased represent obligations to deliver specified securities at future

date at then-prevailing prices that may differ from the values reflected in the statement of

financial condition Accordingly these transactions result in off-balance-sheet risk as the

Companys ultimate obligation to satisfy the sale of securities sold not yet purchased may
exceed the amount reflected in the statement of financial condition All equity securities are

pledged to the clearing brokers on terms that permit the clearing brokers to sell or repledge the

securities subject to certain limitations
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PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Significant Accounting Policies continued

Receivable From and Payable to Clearing Brokers

Receivables and payables relating to trades pending settlement net unrealized gains and losses

on futures cash and margin balances are netted by the clearing broker in receivable from and

payable to clearing brokers in the statement of financial condition Margin balances are

collateralized by certain of the Companys securities and cash balances held by the clearing

brokers In relation to margin debit balances the Company is charged interest at fluctuating rates

based on the clearing broker call rates Cash and securities at the clearing brokers that are related

to securities sold not yet purchased are partially restricted until the securities are purchased

Income Taxes

As single-member limited liability company the Company is not subject to federal income

taxes Instead the Member is liable for federal income taxes on the taxable income of the

Company The Company may be subject to certain state and local taxes

In accordance with the provision set forth in ASC 740 Income Taxes management has reviewed

the Companys tax positions for all open tax years which includes 2005 through 2010 and

concluded that as of December 31 2010 provision for income taxes is not required

Upcoming Accounting Pronouncement

In January 2010 the Financial Accounting Standards Board FASB issued Accounting
Standards Update ASU 2010-06 Improving Disclosures about Fair Value Measurements
which requires additional information about fair value measurements Specifically purchases

sales issuances and settlements must be shown on gross basis in the Level rollforward rather

than as one net number The effective date of this requirement is for annual periods beginning
after December 15 2010 The Company is currently evaluating the impact this new

pronouncement will have on its financial statements
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PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Financial Instruments

ASC 820 Fair Value Measurements and Disclosures defines fair value as an exit price

representing the amount that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants ASC 820 establishes fair value hierarchy for

inputs used in measuring fair value that maximizes the use of observable inputs and minimizes

the use of unobservable inputs by prioritizing the use of the most observable input when

available Observable inputs are inputs that market participants would use in pricing the asset or

liability based on market data obtained from sources independent of the reporting entity

unobservable inputs are inputs that reflect the Companys assumptions about the assumptions

market participants would use in pricing the asset or liability

financial instruments level within the fair value hierarchy is based on the lowest level of any

input that is deemed significant to the fair value measurement When valuation utilizes multiple

inputs from varying levels of the fair value hierarchy the hierarchy level is determined based on

the lowest level inputs that is/are significant to the fair value measurement in its entirety

The three levels of the fair value hierarchy that prioritize inputs to valuation methods are as

follows

Level Valuations based on quoted prices unadjusted in active markets for identical assets

or liabilities

Level Valuations based on quoted prices for similar assets or liabilities in active markets

and inputs that are observable for the assets or liabilities either directly or indirectly for

substantially the full term of the financial instrument Financial instruments falling under

Level predominantly consist of over-the-counter products and other unquoted securities

valued using broker quotes where these can be corroborated to observable market data

Level Valuations based on inputs that are unobservable and deemed significant to the

overall fair value measurement including the Companys own assumptions used in

determining the fair value of investments Financial instruments included within Level are

predominantly over-the-counter products and other unquoted securities valued using broker

quotes where there is liffle if any market activity for the asset or liability

The inputs or methodology used for valuing securities are not necessarily an indication of the

risk associated with investing in those securities
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PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Financial Instruments continued

The following table sets forth by level within the fair value hierarchy the Companys financial

instruments owned at fair value and financial instruments sold not yet purchased at fair value

as of December 31 2010

Level Level Level Total

1543140390 1543140390

732825209 732825209

166300 166300

2276131899 2276131899

1706846813 1706846813

659251779 659251779

203723 203723

2366302315 2366302315

All equity securities within this category are classified as Level in the fair value hierarchy

The three largest industry concentrations for equity securities owned include oil and gas
technology equipment and semiconductors The three largest industry concentrations for

equity securities sold not yet purchased include oil and gas retail distribution and metal

The following table provides reconciliation of the beginning and ending balances for the assets

and liabilities measured at fair value using significant unobservable inputs Level

Level Assets

Balance January 2010

Loss on investment

Balance December 31 2010

132000

132000

The convertible preferred stocks were included as Level investments at January 2010 in the

amount of $132000 and were written off during the year

Financial instruments owned at

fair value

Securities owned

Equity securities

Equity options

Futures contracts

Total

Financial instruments sold not

yet purchased at fair value

Securities sold not yet purchased

Equity securities

Equity options

Futures contracts

1012-1211675



PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Related-Party Transactions

The Company and the Member are parties to an intercompany expense-sharing agreement that

outlines the allocation of direct and indirect costs between the two entities At December 31
2010 $1457124 of indirect costs remains payable to the Member In addition $1141400 is

payable to the Member for reimbursable costs net of $662400 to be received from the Member
due to clawback of the employee incentive compensation plan of the Member see Note At

December 31 2010 these Member receivables and payables are offset and included in payable
to Member in the statement of financial condition in the amount of $1936124

In April 2010 the Company distributed fixed assets with net book value of $858848 to the

Member

Subordinated Borrowings

The Company has under cash subordination agreement approved by the Exchange line of

credit of $25000000 with Fifth Third Bank at rate of LIBOR plus 4.25% at December 31
2010 maturing July 15 2012 There were no borrowings on the line of credit as of December 31
2010

In addition the Parent has an employee incentive compensation plan covering select group of

key personnel This plan is an unfunded deferred compensation arrangement and provides

vesting generally over period from 18 months to 36 months Compensation expense is

recognized over the vesting period The deferred compensation arrangements are subject to

subordination agreements approved by the Exchange and are renewed annually on

February 28th Amounts previously granted may be subject to clawback at managements
discretion based on performance and other factors The amounts recorded and approved by the

Exchange at annual renewal are new payable balances granted less forfeitures and vested

amounts These deferred compensation plan amounts subject to subordination agreements and

approved by the Exchange are available in computing net capital under the Securities and

Exchange Commissions SEC uniform Net Capital Rule To the extent any such subordinated

borrowings are required for the Companys continued compliance with minimum net capital

requirements they may not be repaid
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PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Subordinated Borrowings continued

At December 31 2010 subordinated borrowings consisted of the following

Borrowings from line of credit with Fifth Third Bank

Unfunded deferred compensation payable 16689113

Total subordinated borrowings 16689113

Employee Benefit Plan

The Member sponsors profit-sharing plan the Plan under Section 40 1k of the Internal

Revenue Code covering all eligible employees of the Company The Member may elect to match

employees contributions and make further discretionary contributions to the Plan subject to

certain limitations as set forth in the Plan agreement

Derivative Financial Instruments

The Company in connection with its proprietary trading activities enters into various derivative

transactions including futures and exchange-traded options Derivative contracts are financial

instruments whose value is based upon an underlying asset index or reference rate or

combination of these factors The Company may use derivative financial instruments in the

normal course of its business to take speculative investment positions as well as for risk

management purposes Options held provide the Company with the opportunity to deliver or take

delivery of specified financial instruments at contracted price Options written sold obligate

the Company to deliver or take delivery of specified financial instruments at contracted price in

the event the holder exercises the option whereas futures obligate the Company to deliver or

take delivery of certain financial instruments at the contracted price The Company may use

futures contracts to gain exposure to or hedge against changes in the value of its equities interest

rates or volatility

ASC 815 Derivatives and Hedging requires additional disclosure surrounding how and why the

reporting entity uses derivative instruments how those instruments are accounted for and how

they affect the Companys financial position The Company records its trading-related derivative

activities on fair-value basis

1012-1211675



PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Derivative Financial Instruments continued

The following table presents additional information about derivatives held by the Company
including the volume of the Companys derivative activities based on the average number of

contracts categorized by primary risk exposure and reflected on the statement of financial

condition as of December 31 2010

Assets

Average

Number of

Contracts

Equity option contracts

Equity futures contracts

Securities sold not yet purchased

Receivable from clearing brokers

659251779

203723

659455502

3108771

134

Market Risk and Credit Risk

These derivative financial instruments may have market risk andlor credit risk in excess of the

amounts recorded in the statement of financial condition

Market risk is the potential change in an instruments value caused by fluctuations in interest

rates equity prices credit spreads or other risks Exposure to market risk is influenced by

number of factors including the relationships between financial instruments and the volatility

and liquidity in the markets in which the financial instruments are traded Derivative financial

instruments involve varying degrees of off-balance-sheet market risk Changes in the market

values of the underlying financial instruments may result in changes in the value of the

derivative financial instruments In many cases the use of derivative financial instruments serves

Primary

Risk Exposure

Classification in

Statement of

Financial Condition Fair Value

Equity option contracts Securities owned 732825209 3111680
Equity futures contracts Receivable from clearing brokers 166300 93

732991509

Liabilities

Classification in Average

Primary Statement of Number of

Risk Exposure Financial Condition Fair Value Contracts
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PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Derivative Financial Instruments continued

to modify or offset market risk associated with other transactions and accordingly serves to

decrease the Companys overall exposure to market risk The Company utilizes various

analytical monitoring techniques to control its exposure to market risk

Credit risk arises from the possible inability of counterparties to meet the terms of their contracts

The Companys exposure to credit risk associated with counterparty non-performance is limited

to the current cost to replace all contracts in which the Company has gain For exchange-traded

derivatives the clearing corporation acts as the counterparty of specific transactions and

therefore bears the risk of delivery to and from counterparties to specific positions

The Company clears all of its trades through three major U.S financial institutions In the event

clearing broker does not fulfill its obligations the Company may be exposed to risk of loss on

securities owned and receivable from the clearing broker The Company attempts to minimize

this risk by monitoring the creditworthiness of these clearing brokers

Guarantees

In the normal course of trading activities the Company trades and holds certain fair-valued

derivative contracts which may constitute guarantees under ASC 460 Guarantees Such

contracts include written option contracts that are not settled in cash These written option

contracts obligate the Company to deliver or take delivery of specified financial instruments at

contracted price in the event the holder exercises the option

As of December 31 2010 the maximum payouts for these contracts are limited to the notional

amounts of each contract Maximum payouts do not represent the expected future cash

requirements as the Companys written options positions are typically liquidated or expire and

are not exercised by the holder of the option In addition maximum payout amounts in the case

of the exercise of written call options may be offset by the subsequent sale of the underlying

financial instrument if owned by the Company The fair values of all written options contracts as

of December 31 2010 are included in securities sold not yet purchased in the statement of

financial condition

1012-1211675 10



PEAK6 Capital Management LLC

Notes to Statement of Financial Condition continued

Contingencies

General Contingencies

In the ordinary course of business the Company enters into contracts that contain variety of

representations and warranties that provide indenmifications to the counterparties under certain

circumstances The Companys maximum exposure under these arrangements is unknown as

this would involve future claims that may be made against the Company that have not yet

occurred The Company expects the risk of loss to be remote

Legal Contingencies

In the ordinary course of business the Company is subject to lawsuits arbitrations claims and

other legal proceedings Management cannot predict with certainty the outcome of pending legal

proceedings substantial adverse judgment or other resolution regarding the proceedings could

have material adverse effect on the Companys financial condition However in the opinion of

management after consultation with legal counsel the outcome of any pending proceedings is

not likely to have material adverse effect on the financial condition of the Company

Net Capital Requirements

The Company as registered broker-dealer with the SEC is subject to the net capital

requirements of the SEC Uniform Net Capital Rule 5c3- the Rule of the Securities and

Exchange Act of 1934 administered by the SEC and the Financial Industry Regulatory

Authority Inc FINRA The Company is required to maintain net capital equal to the greater of

2/3% of aggregate indebtedness or $100000 as these terms are defined At December 31
2010 the Company had net capital of $73658574 which was $73112964 in excess of its

required net capital At December 31 2010 its percentage of aggregate indebtedness to net

capital was 11.11%

The Rule may effectively restrict advances to affiliates or capital withdrawals

10 Subsequent Events

Management has evaluated the
possibility of subsequent events existing in the Companys

financial statements through the date the financial statements were available to be issued

Management has determined that there are no material events or transactions that would affect

the Companys financial statements or require disclosure in the Companys financial statements

through this date
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Ernst Young LLP

Assurance Tax Transactions Advisory

About Ernst Young

Ernst Young is global leader in assurance

tax transaction and advisory services

Worldwide our 144000 people are united by

our shared values and an unwavering commitment to

quality We make difference by helping our people our

clients and our wider communities achieve their potential

For more information please visit www.ey.com

Ernst Young refers to the global organization

of member firms of Ernst Young Global Limited

each of which is separate legal entity

Ernst Young Global Limited UK company

limited by guarantee does not provide services

to clients This Report has been prepared by

Ernst Young LLP client serving member firm

located in the United States
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